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Mister Chairman and members of the Committee, I are pleased to appear
before you today to provide you with an overview of the Navy and Marine
Corps team’s shore infrastructure and environmental programs.

FY-06 BUDGET OVERVIEW

Our bases and stations provide the essential services and functions that
help us train and maintain our Naval forces, and enhance the quality of life for
our Sailors, Marines and their families. Winning the Global War on Terrorism
(GWOT) is our number one priority while we transform our force structure and
business processes to meet the readiness needs of today and tomorrow. The
Department of the Navy (DoN) has a considerable investment in shore
infrastructure: 104 installations in the continental United States and 18 overseas
locations with a combined plant replacement value of about $181 billion.

The DoN FY-06 budget request for installations and environmental
programs totals $9.8 billion! and provides the funds to operate, recapitalize and
transform our shore installations.

In this budget, we have focused our efforts on balancing the risks across the
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separately, provides fundamental services such as utilities, fire and security, air
operations, port operations, and custodial care that enable the daily operations of
our bases. The increase of $471 million to the FY-2005 enacted level is primarily
due to functional transfers to properly align Navy Marine Corps Internet with

! To avoid double counting in the graph, environmental is shown separately from BOS, and MILCON is
shown separately from SRM funds



Base Operating Support and program growth to accomplish utilities
privatization preparation, improve overseas Morale, Welfare and Recreation
Programs supporting our forward deployed forces, and to restore funding
required to execute shore mission support without degrading quantity or quality
of support. We believe we have properly priced BOS to avoid execution year
adjustments as we have experienced in the past. We are also working with the
Office of the Secretary of Defense and the other Components to define common
standards and performance metrics for managing installations support.

Our Military Construction Navy and Naval Reserve request is a very
robust $1,074 million, about the same as the enacted FY-2005 level of $1,114
million after excluding the $139 million the DoN received in the Emergency
Hurricane Supplemental Appropriations Act, 2005. This level of funding keeps
us on track to eliminate inadequate bachelor housing, and provides critical
operational, training, and mission enhancement projects.

The Family Housing request of $813 million is about the same as the
enacted FY-2005 level of $835 million after excluding the $9 million the DoN
received in the Emergency Hurricane Supplemental. It provides $219 million in
family housing construction and improvements funds, 80 million above the
enacted FY-2005 level of $139 million. Funds to operate, maintain and revitalize
the worldwide inventory of about 33,000 units total $594 million, $103 million
less than the enacted FY-2005 level (excluding the $9 million in the Emergency
Hurricane Supplemental), due to a decline of over 18,000 homes from the FY-
2005 level from our housing privatization efforts. The DoN continues to fund
Basic Allowance for Housing (BAH) at a level that eliminates average out-of-
pocket housing expenses for service member. BAH makes finding affordable
housing in the community more likely for our service members, and it helps our
housing privatization efforts succeed.

Sustainment, Restoration and Modernization (SRM) includes military
construction and Operation and Maintenance funds. Our FY-2006 request is $71
million above the enacted FY-2005 level without the Hurricane Supplemental.
Sustainment funds the necessary maintenance and repairs needed to keep a
facility in good working order over its expected service life. Facilities
sustainment requirements are based on a DoD model. The FY-2006 budget
maintains 95 percent of the model requirement for Navy and Marine Corps
bases. Restoration and Modernization funds regenerate the physical plant either
through reconstruction or major renovation to keep the facility modern and
relevant.

Our environmental program of $1,149 million, comprised of a variety of
operating and investment appropriations, climbs $123 million above the FY-2005



enacted level. Within this broad category, compliance accounts decline as a
result of fewer one-time projects; conservation and pollution prevention funds
remain steady; research and technology development decline by $15 million as
FY-2005 congressional increases are not continued in FY-2006; cleanup of active
bases increases by $39 million, primarily to support cleanup of the former
Vieques training range in Puerto Rico. Of particular interest to this
Subcommittee, we have included $143 million in FY-2006 appropriations to cover
prior BRAC minimum required environmental cleanup and caretaker costs. In
preparing the budget, we also included $133 million in estimated land sales
revenue that would be used to accelerate prior BRAC cleanup efforts.

Here are some of the highlights of these programs.

HOUSING

Our FY-2006 budget request reflects the DoN’s continued commitment to
improve living conditions for Sailors, Marines, and their families. We have
programmed the necessary resources and expect to have contracts in place by the
end of FY-2007 to eliminate our inadequate family and bachelor housing.

Family Housing
Our family housing strategy consists of a prioritized triad:
e Reliance on the Private Sector. In accordance with longstanding DoD and
DoN policy, we rely first on the local community to provide housing for
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We will be able to eliminate 77% of our inadequate inventory through the
use of public/private ventures. As
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housing stock and provide more homes to Sailors, Marines and their families
much faster than if we relied solely on traditional military construction. By the
end of FY-2007, the Navy and Marine Corps will have privatized 78 percent and
95 percent, respectively, of their worldwide housing stock.

Our FY-2006 family housing budget includes $219 million for family
housing construction and improvements. This amount includes $112 million as a
Government investment in family housing privatization projects. It also includes
$594 million for the operation, maintenance, and leasing of DoN family housing.

Bachelor Housing

Our budget request of $184 million for bachelor quarters construction
projects continues the emphasis on improving living conditions for our
unaccompanied Sailors and Marines. There are three challenges:

1. Provide Homes Ashore for our Shipboard Sailors. There are
approximately 18,400 junior enlisted unaccompanied Sailors worldwide
who live aboard ship even while in homeport. The Navy has
programmed funding through FY-2008 to achieve its “homeport ashore”
initiative by providing ashore living accommodations for these Sailors.
We will achieve this goal through a mix of military construction,
privatization authorities, and, for the interim, more intensive use of our
barracks capacity by housing two members per room. Our FY-2006




budget includes three “homeport ashore” projects: $7.8 million at Naval
Station Mayport, FL (216 spaces); $50 million at Naval Station, Everett,
WA (818 spaces); and $13.7 million at Naval Amphibious Base Coronado,
CA (800 spaces), which is planned for privatization. The funds would be
used as a Government cash contribution to a public/ private entity.

2. Ensure our Barracks Meet Today’s Standards for Privacy. We are building
new and modernizing existing barracks to increase privacy for our single
Sailors and Marines. The Navy uses the “1+1” standard for permanent
party barracks. Under this standard, each single junior Sailor has his or
her own sleeping area and shares a bathroom and common area with
another member. To promote unit cohesion and team building, the
Marine Corps was granted a waiver to adopt a “2+0” configuration where
two junior Marines share a room with a bath. The Navy will achieve these
barracks construction standards by FY-2016; the Marine Corps by FY-2012.
We are pursuing a waiver of the “1 + 1” standard to allow us to build an
enlisted barracks project in Norfolk to private sector standards. We
believe this will reduce construction costs, improve amenities, and
facilitate opportunities to privatize barracks in the future.

3. Eliminate gang heads. The Navy and Marine Corps remain on track to
eliminate inadequate barracks with gang heads? for permanent party
personnel. The Navy achieves this goal by FY-2007, the Marines by FY-
2005.

BQ Privatization

We are applying authority provided to us by Congress to proceed with
three pilot unaccompanied housing privatization projects. We issued a
solicitation for our first project at San Diego in September 2004 and received very
positive responses from industry. We will soon take the next step to narrow the
field and invite up to four highly qualified offerors to submit detailed technical
and financial proposals. We plan to select a single proposal by late Spring 2005
and make an award in January 2006 after notifying Congress.

We intend to notify Congress of our intent to issue a solicitation for our
second pilot project - at Hampton Roads, Virginia - in the very near future. We
have also initiated a concept development for our third pilot project to provide
unaccompanied housing in the Pacific Northwest.

2 Gang heads remain acceptable for recruits and trainees.



MILITARY CONSTRUCTION

Military Construction Projects

The DoN FY-2006 Military Construction program requests appropriations
of $1,029 million, consisting of $830 million for Navy, $169 million for Marine
Corps, and $30 million for planning and design. The authorization request totals
$1,078 million. Our FY-2006 budget uses $92 million in prior year savings
identified during budget formulation to finance additional military construction
needs above the FY-2006 appropriation request. FY-2006 projects were properly
priced consistent with the analysis that identified the prior year savings. The
Naval and Marine Corps Reserve Military Construction appropriation and
authorization request is $45 million.

The active Navy program consists of:

e $218 million for eight Chief of Naval Operations projects for Homeport
Ashore, Great Lake Recruit Training Command recapitalization and the
Naval Academy.

e $215 million for seven waterfront and airfield projects.

e $92 million for three special weapons protection projects.

e $239 million for 12 projects supporting new weapons systems such as F/ A
18 E/F, V-22, H60R/S, and VXX.

e $58 million for four mission enhancement projects such as the Pacific War
fighting Center at Naval Station Pearl Harbor, HI; and

e $9 million for one environmental compliance project at Naval Air Station
Pensacola, FL.

The active Marine Corps program consists of:

e $58 million for two barracks, one mess hall and one fire safety quality of
life project.

e $25 million in a continuing effort to correct wastewater environmental
compliance violations at Camp Pendleton, CA.

e $54 million for three airfield recapitalization projects at Marine Corps Air
Station Quantico, VA, including the second increment of funding to
replace 1930’s vintage HMX maintenance hangars and a parking apron.

e $18 million for four projects to provide maintenance facilities, including
the new Assault Breacher Vehicle at Camp Pendleton, CA and Camp
Lejeune, NGC; hot refueling for rotary wing aircraft at MCAS Yuma, AZ;
and critical training for Marines with a Multi-Purpose Machine Gun
Range at Camp Lejeune, NC.

e $14 million for five projects that cover a broad range of facility
improvements, e.g., main gate access and inspection; encroachment
remedies; missile storage.



The Naval and Marine Corps Reserve program consists of two joint
reserve centers, a Marine Corps reserve centers, a Marine reserve-training center,
and a hanger modification.

Fourteen Navy and two Marine Corps? projects have construction
schedules exceeding one year and cost more than $50 million, thus meeting the
DoD criteria for incremental funding in the FY-2006 budget. Seven Navy and
one Marine Corps projects received full authorization in FY-2004 or FY-2005 and
are being continued or completed in FY-2006. The budget request new
authorization to start seven Navy and two Marine Corps incrementally funded
projects in FY-2006.

Outlying Landing Field, Washington County, North Carolina

The new F/A-18E/F Super Hornet is replacing F-14 and older F/ A-18C
aircraft. A Navy Environmental Impact Statement (EIS) examined alternatives
for homebasing these new aircraft on the East Coast, opting to base eight tactical
squadrons and a fleet replacement squadron at Naval Air Station Oceana, VA,
and two tactical squadrons at Marine Corps Air Station, Cherry Point, NC.

This homebasing decision requires a new Outlying Landing Field (OLF) to
support fleet carrier landing practice training. The current site near Virginia
Beach, VA is not as effective for night-time training due to ambient light sources,
and it lacks the capacity to handle a training surge such as experienced for the
war on terrorism and Operation Iraqi Freedom. The Navy selected a site in
Washington County, North Carolina, about halfway between NAS Oceana and
MCAS Cherry Point, as the best alternative from an operational perspective.

A Federal District Court ruled last month that Navy did not fulfill its
obligations under the National Environmental Policy Act (NEPA) before making
the decision to construct the OLF, and has enjoined the Navy from taking further
actions to plan, develop, or construct the OLF until it completes additional NEPA
analysis. The Navy continues to believe that the EIS that it prepared was based
on sound science and rigorous analysis, and met all requirements of NEPA.
Nonetheless, the Navy is carefully examining the court’s ruling and considering
its options on how to respond. The FY-2006 budget includes $23 million in prior
year funds to complete land acquisition in the OLF core area and commence
horizontal construction. We continue to believe that these funds will be required
for OLF purposes and will be executable in FY-2006.

® The budget also incrementally funds a $14 million Marine Corps project.



VXX

We are pleased to report significant progress on VXX, the next generation
helicopter transportation for the President, Vice President and heads of state.
Marine Helicopter Squadron One (HMX-1), located at the Marine Corps Air
Facility, Quantico, VA, performs these helicopter transportation mission using
the VH-3D introduced in 1974 and the VH-60N fielded in 1989. These aircraft are
approaching the end of their service lives, and do not have the growth margin to
incorporate the improved capabilities required to meet evolving mission needs in
the post 9/11 environment.

The Navy awarded a System Development and Demonstration acquisition
contract to Lockheed Martin in January 2005 to build and deliver eight VXX
aircraft for test and evaluation and pilot production. The new aircraft will
provide increased performance; improved mission, communication, navigation,
and maintainability; and expanded potential for future growth. Developmental
flight-testing will begin mid FY-2005, with delivery of the first test article by
April 2007. Initial operating capacity is set for the fourth quarter FY-2009.

The Navy also awarded a construction contract in January 2005 to build
an eight-bay test and evaluation hanger with laboratory, maintenance, and office
space for a combined Lockheed Martin - Navy program management team at
Naval Air Station Patuxent River, MD. The Navy commissioned an independent
study to consider alternate methods of providing in-service support for the
aircraft. The study concluded that a government owned contractor operated
facility at Patuxent River provided significant life cycle cost savings to the Navy.
The $96 million, incrementally funded design/build facility will also include an
in-service support capacity for the aircraft once operational. The current
working estimate for construction is $10 million below the authorization request
in the FY-2005 budget.

FACILITIES

Facilities Sustainment, Restoration and Modernization (SRM)
Sustainment -- The DoD uses models to calculate life cycle facility
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degradation. The Navy and Marine Corps achieve 95 percent funding of the
sustainment model requirements in FY-2005 and FY-2006, consistent with the
DoD goal. The DoN funding increases by 1.4% from FY-2005 to FY-2006.

Recapitalization -- Restoration and modernization provides for the major
recapitalization of our facilities using Military Construction, Operation and
Maintenance, Navy Working Capital Fund, and Military Personnel Navy funds.
The “recap” metric is calculated by dividing the plant replacement value by the
annual investment of funds and it is expressed as numbers of years. The DoD
goal is to attain an annual 67-year rate by FY-2008. Neither the Navy nor the
Marine Corps attains the 67-year goal in the current FYDP due to affordability.

The FY-2006 recapitalization rate has improved substantially from that
reported last year as a result of DoD allowing the military departments to take
credit for centrally managed Service demolition programs. The Navy has $51
million and the Marine Corps $5 million for their FY-2006 central demolition
programs, which combined is expected to demolish over 2.5 million square feet
of outdated facilities. This approach allows us to consider the construction of
new facilities as part of the recap metric calculation as long as an equivalent
square footage of old facilities are demolished anywhere else. We believe that
this corporate view is a more accurate reflection of the age of our while inventory
and the need for recapitalization.

EFFICIENCIES

Naval Safety

We remain committed to achieving Secretary Rumsfeld’s two-year
challenge to reduce FY-2002 baseline mishap rates and accidents by 50% by the
end of FY-2005. At the end of calendar year 2004, 15 months into the two-year
challenge, the Department was on track to meet the SECDEF goal in over 70% of
the targeted areas.

The Secretary of the Navy has
DON Civilian Lost Day Rates embraced improving safety as one of
Due to Injury his top objectives for this fiscal year.
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(OSHA) Voluntary Protection Program (VPP) status at our shipyards and other
industrial activities; over the last 16 months, we have achieved an average 31
percent reduction in civilian lost workdays due to injuries at our three
installations with the highest injury rates. Increased command emphasis for
safety in Operation Iraqi Freedom has played a major role in reducing the
percentage of Marine Corps non-combat fatalities to combat fatalities from 42%
in FY-2003 to less than 9% in FY-2004.

Our FY-2006 budget includes $4.5 million to continue development of the
Military Flight Operations Quality Assurance program. We want to adapt a
successful commercial aviation program to analyze performance data (i.e., “black
box” data) after every flight and allow aircrew and aircraft maintenance
personnel to replay a high fidelity animation of the flight and associated aircraft
performance parameters. That will allow them to recognize and avoid situations
where flight safety tolerances are exceeded. In addition to the safety benefit, we
expect significant future savings in reduced maintenance costs.

Commander, Navy Installations

Commander, Navy Installations Command (CNI) had a productive first
year in its effort to transform the Navy shore establishment into centralized shore
services and support structure. The Navy is now aligned to permit mission
commanders to focus on their core mission to deliver combat power, while CNI
focuses on shore infrastructure support.

A key CNI accomplishment was to implement a Capabilities Based
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process allows us to better align shore
support services with mission customers” requirements. CNI is now expanding
this effort to derive common base support models with the other military
services.

Strategic Sourcing

The DoN continues to seek efficiencies in its business processes. We want
to focus on finding the most cost efficient means to support our war fighters.
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There are a number of approaches to achieve this goal, e.g., eliminating an
unnecessary function or one with marginal benefit; re-aligning a function to
improve efficiency; or competing a function to see if it can be provided more
effectively or at a lower cost by private industry. We have committed to review
approximately 30,0004 positions using the OMB Circular A-76 process and
approved OMB alternatives (e.g., military to civilian conversions) by FY-2008.
We are focusing studies on those functions that are not critical or core to our
military operations, are readily available and can potentially be performed more
effectively by the private sector.

We recognize the difficulty these studies have on employee morale.
However, the gains in clearly defining the Government’s requirement with
resulting savings warrant the continued use of A-76 competition and approved
OMB alternatives to determine the most cost-effective service provider.
Competition between in-house and contractor work force benefits the DoN and
taxpayer in the long run. OMB Circular A-76 competitions generate on average
36 percent cost avoidance. Our workforce is among the best in the world and has
responded to the challenge by winning over 80% of the A-76 competitions.

Utility Privatization

We are proceeding with efforts to privatize when economical our
electricity, water, wastewater, and natural gas utility systems. Ten USC § 2688
provides the legislative authority to convey utility systems where economical.
Privatization allows installations to focus on core missions, relieving them of
activities that can be done more efficiently and effectively by others.
Privatization can help us reap private sector efficiency while upgrading aged
systems to industry standards without compromising safe and reliable services.

As of February 1, 2005, DoN has privatized 15 of its 645 utility systems
while exempting 73 utility systems. Approximately half of the Source Selections
Authority (SSA) decisions have been achieved during the past year, with the rest
expected by September 30, 2005. When the current round of utilities
privatization concludes in September 2005, DoN intends to pursue other
alternatives to enlist industry capability. In the end, we need safe reliable utility
systems that are operated in the most economical manner, and that rely on
private industry wherever practicable.

Environmental Programs

The DoN has a broad array of shore based and shipboard environmental
compliance, conservation, pollution prevention, and cleanup efforts.

* Represents about five percent of the DoN’s military and civilian workforce
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Shipboard Programs

The Navy is installing suites of pollution prevention equipment such as
aqueous parts washers, cable cleaners, and paint dispensers on 16 ship classes at
a total cost of $35 million. To date 115 of 152 planned installations are complete
with the remaining installations scheduled for completion in FY-2006. Once
implemented, this equipment is expected to save about $3 million per year in
hazardous material procurements and disposal costs, while the Fleet will save
another $12 million per year from improved maintenance processes.

The Navy is converting nearly 900 CFC-12 and over 400 CFC-114 air
conditioning and refrigeration plants on its surface ships to eliminate ozone
depleting CFCs and replace them with environmentally friendly coolants. We
plan to complete CFC-12 conversions in 2007 and CFC-114 conversions in 2014.
The total program cost is $400 million with $25 million of that total budgeted for
FY-2006. Upon completion, this conversion will have eliminated nearly 3 million
pounds of CFC refrigerant emissions to the atmosphere.

Operational Range Assessments

Both the Navy and the Marine Corps are conducting assessments of our
land based operational range assessments to ensure their long-term viability
while protecting human health and the environment. The Navy has 273
operational ranges grouped into 20 complexes while the Marine Corps has 14
ranges. The Navy has completed range condition assessments at four range
complexes, with assessments underway at six more complexes. The Marine
Corps expects to complete its first assessment at Marine Cops Air Station, Cherry
Point, NC this year, while starting two more this year and six others in FY-2006.
Both Navy and Marine Corps expect to complete their assessments by FY-2008.
These assessments will help the Navy and Marine Corps develop comprehensive
management plans that balance operational needs and environmental concerns.

Encroachment Update

The FY-2003 and FY-2004 National Defense Authorization acts provided
important protections to military readiness. The FY-2003 Act directed the
Secretary of the Interior to use authority under the Migratory Bird Treaty Act to
issue a rule that would allow incidental takes of migratory birds during military
readiness activities. This provision responded to a need that became apparent
when a court enjoined vital military training on a Pacific island in 2002 after such
training resulted in the accidental death of a small number of migratory birds.
Congress provided an immediate exemption until the Secretary of the Interior
could issue a regulation. The Departments of Interiors and Defense have worked
on the regulation that should be finalized shortly.
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The Act further preserved military lands for military use by precluding
designation of critical habitat under the Endangered Species Act when the
Secretary of the Interior determines that an installation’s Integrated Natural
Resources Management Plan (INRMP) provides a benefit to the species for which
critical habitat is proposed. The Secretary of the Interior also must consider the
economic impact and other relevant impacts, such as those on national security,
before designating critical habitat, and may exclude lands from critical habitat
when there is a determination that the benefits of exclusion outweigh the benetfits
of the designation.

The Navy has 77 and the Marine Corps 17 installations that require
INRMPs. All of the Navy plans and 15 of the Marine Corps plans are complete,
and will now be subject to the five-year review provisions of the Sikes Act. The
Marine Corps INRMP for the Goldwater Range in Arizona is being prepared
jointly with the Air Force, Department of Interior, and Arizona Department of
Game and Fish, and should be completed in September 2005. The Marine Corps
recently acquired Blount Island in Florida and also expects to complete that
INRMP in September 2005. Both Navy and Marine Corps have funded
implementation of their INRMPS. Nine Navy and Marine Corps installations
have avoided designation of critical habitat based on these INRMPs.

The FY-2004 Marine Mammal Protection Act (MMPA) provisions changed
the definition of “harassment” for military readiness activities to focus on
science-based, specific criteria, and added a national security exemption to the
Act. The changes do not lessen protection for marine mammals, nor do they
eliminate the need for mitigation and monitoring, but allow us to consider safety,
practicality, and the potential impact on military readiness. Navy is applying the
revised authority to the SURTASS Low Frequency Active Sonar program and to
other agency proposals involving sound in the water such as shallow water
training ranges. The Navy supports MMPA reauthorization during this
legislative session provided changes adopted as part of the Act remain intact.

Encroachment Partnering

We are using authority provided in the FY-2003 National Defense
Authorization Act to acquire land or restrictive easements to avoid encroachment
on military training activities. Last year, the Navy partnered with Escambia
County, FL to purchase a 48-acre parcel bordering Naval Air Station Pensacola.
The County spent $800 thousand to acquire title to the land, while the Navy
contributed $500 thousand in exchange for a development restriction easement
on the property. The Navy plans to pursue additional partnering opportunities
in FY-2005 and FY-2006.
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The Marine Corps partnered with Beaufort County to acquire a restrictive
easement on 69 acres beneath the flight path of Marine Corps Air Station,
Beaufort, NC. The area had been slated for residential housing development.
The Marine Corps and the County each contributed $156 thousand for a
restrictive easement on the land. This benefits the county by retaining the land in
its current use as farmland, and benefits the Marine Corps by preserving open
space next to the station to avoid future noise complaints from military aviation
operations. The Marine Corps is working with other Conservation groups to
acquire other restrictive easements on properties near Beaufort and Marine
Corps Camp Lejeune, NC this year, with plans for several other locations next
year.

Alternative Fuel Vehicles

The Navy and Marine Corps have exceeded the procurement
requirements of the Energy Policy Act that 75 percent of fleet vehicle
procurements in EPA established metropolitan areas must be alternative fuel
vehicles. We recognize the importance and benefits of using renewable fuels
and directed that all non-deployable Navy and Marine Corps diesel vehicles use
biodiesel fuel beginning June 2005. We are also working toward a future of
hydrogen power and fuel cells. As an example, a Navy-Marine Corps team is
developing a hydrogen fueling station for Marine Corps Base, Camp Pendleton,
CA as we pioneer the early use of fuel cell vehicles in cooperation with industry
partners such as General Motors Corporation.

Environmental Research and Development

The Navy continues to demonstrate its leadership in environmental
stewardship through investments in research and development activities, with a
particular focus on marine environmental concerns. There have been many
technological advances that were developed by the Navy:

e Plastic Waste Processors melt shipboard plastic waste into convenient
solid disks for easy storage and recycling ashore. These devices are now
installed on all Navy surface ships; installation on submarines will be
completed this year. About 1,700 tons per year of solid waste are now
safely disposed of ashore instead of the world’s oceans.

e Pulpers and Shredders allow the Navy to dispose in an environmentally
benign manner other shipboard solid wastes such as food, paper,
cardboard, metal and glass.

e Non-ozone depleting cooling and refrigeration plants are being retrofitted
onto Navy surface ships.

e Marine Mammal Research has become a primary focus area to develop
science-based tools to protect marine mammals and comply with the
MMPA, ESA, and Executive Order 12114. The Navy has budgeted $10
million in FY-2006 for this effort. Research efforts conducted in Navy and
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university labs focus on four thrust areas: (1) locating, tracking, and
quantifying the abundance of marine mammals; (2) establishing criteria,
thresholds, physiology and behavior effects of sound in the water; (3)
identifying and quantifying mitigation methodologies; and (4) conducting
basic research in sound field characterization.

Uniform National Discharge Standards

The 1996 Defense Authorization Act required Navy and EPA to develop
Uniform National Discharge Standards (UNDS) for shipboard wastewater.
Phase I UNDS regulation was completed and published in 1999. The program is
admittedly taking longer than originally envisioned because development of the
regulations was far more complex than anticipated and requires cumulative
impact analyses. Working with EPA, we have agreed on 25 discharges that
require control. We must still identify best control technologies and practices
applicable to warships, conduct analyses of environmental effects, cost,
operational constraints, and ultimately specify the required controls. We have
focused our efforts to issue proposed regulations for the first five discharges by
September 2005.

ACTIVE BASE ENVIRONMENTAL CLEANUP

As of the end of FY-2004, 72 percent of the 3,699 environmentally
contaminated sites at Navy and Marine Corps active bases have been completed
or have remedies in place and operating. We have applied technology
opportunities, contracting efficiencies, and other management actions that
allowed us to shift funds from the Installation Restoration Program (IRP)
(traditional hazardous sites) to the newer Munitions Response Program (MRP)
without affecting program metrics or projected completion dates. We also have
initiatives to optimize long-term remedies and reduce costs associated with long-
term operations and maintenance of cleanup sites. Our FY-2006 request is $305
million includes $45 million for MRP activities.

Munitions Response Program.

The DoN has identified 231 sites that may require munitions response at
locations other than operational ranges. Of these 231 sites, 212 sites are at 56
active installations and 19 sites are at six prior BRAC installations. Preliminary
assessments have been completed for 82 sites at nine active installations, and are
underway at 25 active installations. DoN has identified 1,306 acres with
munitions and estimates a potential of 66,288 acres with munitions when PA are
completed. We expect to meet the DoD near-term goal of completing these
preliminary assessments for all known munitions sites by the end of 2007. Until
these assessments are completed, we do not believe there are credible estimates
for the cost to cleanup.
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Vieques Cleanup

The Navy closed Camp Garcia support bases and the training ranges on
Eastern Vieques in 2003 and transferred the property to the U.S. Fish & Wildlife
Service (FWS). The FY-2002 Defense Authorization Act directs FWS to use the
property as a wildlife refuge and to manage the live impact area as a wilderness
in accordance with the Wilderness Act. Vieques remains one of the few
unspoiled, undeveloped areas in the Caribbean, and was recently listed on the
National Priorities List (NPL) at the request of the Governor of Puerto Rico. We
are working with EPA, the Department of Interior, and the Puerto Rico
Environmental Quality Board to develop a Federal Facilities Agreement
governing the cleanup. We have budgeted $28 million for cleanup in FY-2006.

PRIOR BRAC CLEANUP & PROPERTY DISPOSAL

The BRAC rounds of 1988, 1991, 1993, and 1995 were a major tool in
reducing our domestic base structure and generating savings. The DoN has
achieved a steady state savings of approximately $2.7 billion per year since FY-
2002. All that remains is to complete the environmental cleanup and property
disposal on portions of 17 of the original 91 bases. We have had significant
successes on all fronts.

Last year DoN relinquished over 71,000 acres at the former Naval Air
Facility Adak, Alaska, to the Department of the Interior, which enabled Interior
to exchange portions of the property with The Aleut Corporation for other lands.
Additionally, the Navy achieved a significant milestone at the former Hunters
Point Naval Shipyard in San Francisco by conveying the first parcel of 75 acres to
the San Francisco Redevelopment Agency. Of the original 161,000 acres planned
for disposal from all four prior BRAC rounds, we expect to have less than five
percent (about 8,000 acres) left to dispose by the end of this fiscal year.

Property Sales

We have been very successful using property sales to assist in
environmental cleanup and property disposal as well as recover value for
taxpayers. We have used various methods to conduct these sales, including
General Services Administration (GSA) on-site auctions, GSA Internet auctions,
and Internet auctions using commercial real estate brokers. We used the GSA
Internet web site in 2003 to sell 235 acres at the former Marine Corps Air Station
Tustin, CA, for a net $204 million. We also sold 22 acres at the former Naval Air
Facility Key West, FL, in January 2004 for a net $15 million. The City of Long
Beach, CA, opted to pre-pay its remaining balance plus interest of $11.3 million
from a promissory note for the 1997 economic development conveyance of the
former Naval Hospital Long Beach. We applied these funds to accelerate
cleanup at the remaining prior BRAC locations.
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Last month the DoN completed its largest public sale via Internet auction
consisting of four large parcels that total 3,720 acres at the former Marine Corps
Air Station, El Toro in Irvine, CA, with bids totaling $649.5 million. The Internet
auction of 62 acres at the former San Pedro housing site in Los Angeles, CA
received a top bid of $88 million. We expect to close these sales later this year.
We will also soon close escrow on the public sale of approximately 20 acres in
Orlando, FL, which is noteworthy as the first deed conveyance of property prior
to completion of all environmental cleanup using the public sale process.

Public sales of smaller parcels were completed in Charleston, SC, and
Novato, CA, and we expect to proceed soon with the sale of property at the
former Oak Knoll Naval Hospital upon resolution of legal issues stemming from
a lawsuit by the local redevelopment authority.

Land Sales Revenue Caution

A word of caution is necessary regarding land sales revenue. Although
the auction for El Toro has ended and the auction for San Pedro should end soon,
it will be several months before these sales close escrow, and several additional
months until the DoN receives the sale proceeds in the DoN prior BRAC account.
Until then, litigation or default by the winning bidder can delay or cancel the
sale, as happened with the sale of the former Oak Knoll Naval Hospital in 2003.
The El Toro sale, planned to occur last year, was delayed for one year due to
litigation and the need to resolve redevelopment issues with the City of Irvine.
That required us to conserve cash for FY-2005 execution.

Because of our experience with the risks associated with predicting future
receipt of land sales revenue, our FY-2006 budget includes an appropriation
request of $143 million to cover minimum required environmental cleanup
actions under enforceable schedules and ongoing program costs for properties
not yet disposed. Notwithstanding these risks, we are optimistic that the El Toro
and San Pedro sales will close and the funds will become available for use during
FY-2006 execution.

Prior BRAC Environmental Cleanup

The DON has spent over $2.5 billion on environmental cleanup at prior
BRAC locations through FY-2004. We estimate the remaining cost to complete
cleanup at about $559 million for FY-2007 and beyond, most of which is
concentrated at fewer than twenty remaining locations and includes long-term
maintenance and monitoring obligations for remedies already installed and
operating at many locations. As we have done previously, the DoN will use any
additional land sale revenue beyond that projected in our FY-2006 budget to
further accelerate cleanup at these remaining prior BRAC locations, which are
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primarily former industrial facilities that tend to have the most persistent
environmental cleanup challenges.

Closure of Naval Station Roosevelt Roads, Puerto Rico

In addition to completing property disposals from the four prior BRAC
rounds, the Navy closed Naval Station Roosevelt Roads on March 31, 2004, as
directed by section 8132 of the FY-2004 Defense Appropriations Act. All military
mission activities have been relocated. The DoD schools remained open through
the completion of the 2003-2004 school year, as encouraged by the conference
report accompanying the Act. Naval Activity Puerto Rico has been established
to protect and maintain the property and preserve its value until disposal.

As directed in the Act, the closure and disposal is being carried out in
accordance with the procedures contained in the Defense Base Closure and
Realignment Act (BRAC) of 1990, as amended. Pursuant to these procedures, the
Navy has approved property transfers to the Department of the Army for use by
reserve components, and the Department of Homeland Security. The
Commonwealth of Puerto Rico formed a Local Redevelopment Authority (LRA).
Using grant funding from the DoD Office of Economic Adjustment, the LRA
prepared a redevelopment plan for the property that envisions a mix of
commercial, residential, and public uses, as well as conservation of large areas of
mangrove forest and wetlands. As required by BRAC procedures, we are
analyzing the potential environmental impacts of property disposal in
accordance with that redevelopment plan. We expect that property disposal
process will begin in 2006 and that substantial portions of the property will be
disposed through competitive public sale. We do not expect this process to be
completed until FY-2007, and have requested $27 million in FY-2006 to cover
caretaker costs and maintain the property in preparation for sale. The
Government Accountability Office (GAO) recently reviewed Navy plans and
progress in disposing of the former Naval Station Roosevelt Roads. GAO found
that Navy was following prescribed procedures and completed their review with
no recommendations.

BRAC 2005

BRAC 2005 Decision Process

A successful BRAC 2005 is most important to the DoN, the DoD, and the
Nation. It may be our last opportunity in the foreseeable future to reduce excess
infrastructure, move scarce dollars to areas that result in increasingly improved
readiness, and transform our infrastructure consistent with our defense strategy.
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BRAC 2005 provides a fair process that will result in the timely closure

and realignment of military
installations in the United
States. All military
installations inside the United
States must be considered
equally without regard to
whether the installation has
been previously considered or
proposed for closure or
realignment. All closure and
realignment recommendations
must be based on certified data,
the 20-year force structure plan,

Key BRAC 2005 Decision Points

e 12 Feb 04: DoD published selection criteria

e 23 Mar 04: DoD issued 20-yr force structure plan; world-
wide infrastructure inventory; certified need for BRAC 2005

e 15 Mar 05: President must have nominated Commissioners

e 16 May 05: SECDEF recommendations due to Commission
and Congress

e 8 Sep 05: Commission report due to Congress

e 7 Nov 05: Last day President can send recommendations
to Congress

e Recommendations final unless Congress disapproves in 45
legislative days

and the published selection criteria that make military value the primary

consideration.

For BRAC 2005, the Secretary of Defense directed that the analysis be
divided into two categories of functions. Joint Cross Service Groups (JCSGs) are
analyzing common business-oriented support functions while the Military
Departments are focusing on analysis of service unique functions. The following
seven JCSGs were established: Education and Training; Headquarters and
Support; Industrial; Medical; Supply and Storage, Technical; and Intelligence.
The JCSGs and the Military Departments will make their BRAC
recommendations to the Infrastructure Executive Council (IEC), the DoD policy
making and oversight body for the entire BRAC 2005 process. JCSGs were also

IEC Membership
Deputy Secretary of Defense
Secretaries of the Military
Departments
Service Chiefs of Staff
Chairman, Joint Chief of Staff
Under Secretary of Defense for
Acquisition, Technology and
Logistics

utilized in BRAC 1995 but in a substantially
different manner. In BRAC 1995, JCSG
analysis and recommendations were provided
to the Military Departments for consideration
in developing their BRAC recommendations.
The creation of the IEC ensures that DoD
senior leadership is directly engaged in
making these important decisions. Analysis
and evaluation by all of the BRAC groups are
on-going, with a goal of supporting the

Secretary of Defense’s delivery of a comprehensive set of base closure and
realignment recommendations by May 16th.

Despite what some may have read in the newspapers, seen on the
Internet, or heard through the rumor mill, the DoD does not have a list of
closures or realignments at this time. The number and location of such closures
or realignments will only be determined after a comprehensive and rigorous
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analytical process that is now underway in the Military Departments and Joint
Cross Service Groups.

BRAC 2005 Implementation Funding

DoD has programmed funds through the Future Years Defense Plan for
implementing BRAC 2005 decisions. Discussions are underway as to how these
funds may be allocated to the Military Departments for implementing BRAC
2005 decisions. Expectations are that BRAC 2005 implementation costs will be
financed by a mix of (1) allocation of the DoD funds, realignment of funds from
military construction projects and SRM funds no longer needed at closing
locations, transfers from environmental restoration accounts, and if necessary,
additional military service funds to implement BRAC 2005 decisions.

Preparing to Implement BRAC 2005

The DoN is building upon its experience in completing cleanup and
disposal of property from prior BRAC rounds to prepare to implement BRAC
2005 decisions. Recently, the Secretary of the Navy approved formation of a
BRAC Program Management Office (PMO) that reports to the Assistant Secretary
of the Navy for Installations and Environment. BRAC PMO has assumed
responsibility for completing cleanup and disposal of the remaining property
from prior BRAC rounds, and it will become responsible for cleanup and
disposal of property at installations closed or realigned in BRAC 2005.

The DoN has examined lessons learned from cleanup and disposal of
property at prior BRAC bases, especially recent successes using competitive
public sales. Much has changed since the last BRAC round in 1995.
Environmental contamination at remaining bases has largely been characterized,
and cleanup has been completed or is now well underway. A close examination
of existing statutory authority and federal regulations for property disposal
showed there were ample opportunities to improve the disposal process without
the need for new legislation. Private sector capabilities have emerged and
matured for “brownfield” redevelopment and insurance industry products to
address environmental liabilities when there is a CERCLA early transfer of
contaminated property. The DoN expects to take increased advantage of these
private sector capabilities.

We will continue to use all of the property disposal authorities in the right
circumstances, as we have in the case of the disposal of Naval Station Roosevelt
Roads. Like Roosevelt Roads, however, we believe there will be more
opportunities to quickly dispose, in cooperation with the local community,
BRAC 2005 property requiring environmental cleanup in its existing condition.
The Navy will dispose of property using public sale and will include the cleanup
of that property with it, as is done in “brownfield” disposals nationwide. This

20



will allow developers with the experience and expertise to complete the cleanup
as they redevelop the property. That benefits communities by getting the
property onto local tax rolls and redeveloped more quickly, with the local
community controlling that development through traditional land use planning
and zoning. It benefits DoD and the federal taxpayer by divesting unneeded
property sooner and reducing the environmental cleanup time and expense
incurred by DoD. The DON goal for implementing BRAC 2005 is that the last
Sailor or Marine leaving the closed base hand the deed to the property to the new
owner. We are convinced that this goal is achievable is we start preparations for
property disposal as soon as closure decisions are final.

CONCLUSION

In conclusion, we believe we have put forward a very strong FY-06 budget
request for our facilities and environmental efforts, while still recognizing the
compelling needs of the Global War On Terror. We have funded base operating
costs to achieve the desired capability levels, and funded 95 percent of predicted
sustainment requirements, while the Navy makes progress on its facility recap
metric.

We are funding environmental programs to maintain compliance with all
environmental standards while accelerating cleanup of past contamination and
investing in research and development efforts to solve emerging environmental
concerns.

We are proceeding with the analysis and scenario development that will
lead to the Secretary of Defense announcement of BRAC 2005 recommendations.
We have carefully reviewed our implementation practices from the previous four
BRAC rounds and are establishing, in cooperation with DoD, the necessary
organizational structures and business policies and practices to accelerate
closure, environmental cleanup, and property disposal.

That concludes my statement. I appreciate the support of each member of
this committee, and will try to respond to your comments or concerns.
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